
The Sherbert Group is a unique integration of companies that provide valuable

tax, accounting, investment and consulting services to clients in the tax credit 

industry.

Å  Serving clients in 16 states

Å  Combined portfolio of $4 billion

Å  Member of the American Institute of CPAs Government AuditQuality Center

Å  Expertise & experience in a variety of state & federal tax incentives

Å  Specializing in real estate tax credits

Opportunity Zone Investing
2017 Tax Cuts & Jobs Act



Introduction
ÅQualified Opportunity Zones were added to the 

Internal Revenue Code by the 2017 Tax Cuts and 
Jobs Act by Code sections: 

Å1400Z-1 discusses designation of Opportunity Zones 

Å1400Z-2 discusses how to invest capital gains into opportunity 
zones and receive significant tax benefits



Who Can Benefit?
ÅAnyUS taxpayer with capital gains (including net section 

1231 gains) can specificallybenefit from this new tax 
incentive. But more generally, beneficiaries may include:
ÅIndividuals or corporations looking to reinvest gains from sales 

of property;

ÅReal estate developers and start-up companies located in an 
Opportunity Zone who are looking for equity investment;

ÅReal estate sponsors, syndicators and/or private equity funds 
looking to make investments in corporations, partnerships or 
direct investments in property; and

ÅLocalities with designated OZs wanting to jump-start 
redevelopment.



Three Buckets of Opportunity
ÅA taxpayer who timely reinvests capitalgains into a 
vǳŀƭƛŦƛŜŘ hǇǇƻǊǘǳƴƛǘȅ CǳƴŘ όάQOFέύ Ŏŀƴ receive
the following tax benefits:
ÅBucket 1 - Deferral:  Capitalgains invested in a QOF are 

deferred until the earlier of the date that the taxpayer sells 
its interest in the QOFor December 31, 2026.

ÅBucket 2 - Gain Reduction:  If the taxpayer invests in the 
QOF for at least 5 years, 10% of the original gain is excluded; 
if the investments lasts at least 7 years, an additional 5% (for 
a total of 15%) of the original gain is excluded.

ÅBucket 3 - Appreciation Exclusion:  If the taxpayer holds the 
investmentin the QOF for at least 10 years, all appreciation 
in the new investment will be tax-free.



Bucket 1 ςDeferral
ÅInvestor sells an investment or property for a capitalgain of $100

ÅReinvests the capital gain in a Qualified Opportunity Fund

ÅCapital gain of $100 is deferreduntil the earlier of:

ÅDate when NEW investment is sold or exchanged, or 

ÅDecember 31, 2026

ÅHow much Gain is Recognized?

ÅLesserof the amount of gain excluded originally or the sales proceeds or

the fair market value of the investment on 12/31/2026

ÅWhat does this mean?

ÅOriginal Gain: $100

ÅReinvestment: $100

ÅSale in 2020 for $90

Å In 2020 your deferred gain of $100 is recognized as a $90 gain



Bucket 2 ςGain Reduction
Å If New Investment is held for 5 years, the basis in the Investment is increased by 10%

Å If New Investment is held for 7 years, the basis in the Investment is increased by 15%

This can result in the reduction of the original deferred gain.

Examples:

1. Original reinvested gain of $100(12/31/2019)

Sell in 2022 for $90

Gain recognized $90(no reduction of gain since not held for 5 or 7 years)

2. Original reinvested gain of $100(12/31/2019)

Sell on 1/1/2025 for $90(5 years plus 1 day)

Basis = $0

Increase in Basis 10% x $100 = $10

Sales Proceeds $90(A)

Adjusted Basis =  $10(B)

Resulting Gain   $80(A) ς(B)



Bucket 3 ςAppreciation Exclusion

ÅInvestment must be held by the taxpayer for at least 10 years in 
a QOF

ÅQualifying investmentsmade between now and December 31, 
2028will have a step up in basis to FMV at the time the 
investment is sold or exchanged (if held for 10 years)

ÅAppreciation from the sale of the new investment is TAX FREE



Investment in QOF Held for 10 
Years and Sold in 2030

Benefit

Deferred Gain (taxed in 2026) 100.00   Gain (taxed in 2018) 100.00   

Basis Step-up 15.00     Basis Step-up -         

Taxable Gain 85.00     Taxable Gain 100.00   
Tax (at 23.8%) 20.23     Tax (at 23.8%) 23.80     3.57        

Present value of tax

 ($20.23) @ 10% discount rate

Gain on Disposition of Investment in Fund100.00   Gain on Investment 100.00   

Basis Step-Up 100.00   Basis Step-Up -         

Taxable Gain on Disposition -         Taxable Gain on Disposition 100.00   
Tax (at 23.8%) -         Tax (at 23.8%) 23.80     23.80      

TOTAL BENEFITS 37.22$   

BENEFITS AS A PERCENT OF ORIGINAL GAIN 37.22%

9.35        

.ǳŎƪŜǘ н ς Dŀƛƴ wŜŘǳŎǘƛƻƴ

Bucket 1 - Deferral (Present Value assuming sale on 12/31/2019)

.ǳŎƪŜǘ о ς !ǇǇǊŜŎƛŀǘƛƻƴ 9ȄŎƭǳǎƛƻƴ

10.38     20.23     



What is a Qualified
Opportunity Fund?

ÅA Corporation or Partnership organized for the purpose of 
ƛƴǾŜǎǘƛƴƎ ƛƴ vǳŀƭƛŦƛŜŘ hǇǇƻǊǘǳƴƛǘȅ ½ƻƴŜ tǊƻǇŜǊǘȅ όάvh½tέύ 
that holds at least 90% of its assets in QOZP
Å90% determination is made at 6-month and year-end measurement 

periods 

Å This test can be performed without including investments received in 
the preceding six months if those investments are held in cash or debt 
instruments of 18 months or less

ÅIf a QOF does not have at least 90% of its assets in QOZP, then fund 
assets (not invested in QOZP) are penalized at the same interest 
rate for underpayments of Federal Taxes under IRC Section 6621 

ÅReported on Form 8996



Qualified Opportunity Fund

QOF

Qualified Opportunity Zone Property 
90% - Valued by GAAP Audit or Cost 
Average, 2 testing periods per year

STOCK(QUALIFIED 
OPPORTUNITY 

ZONE BUSINESS)

QUALIFIED 
OPPORTUNITY 
ZONE BUSINESS 

PROPERTY

PARTNERSHIP 
INTEREST

(QUALIFIED 
OPPORTUNITY 

ZONE BUSINESS)

ÅCapital gains
ÅNet section 1231 gains
ÅNo services allowed for 

contribution



Qualified Opportunity Zone 
Business Property (QOZBP)

ÅTangible property used in business (all 3must be met):

1. Property acquired by QOF via non-related party purchase after 
December 31, 2017

2. Original use of such property in the QOZ commences with the 
QOF or the QOF Substantially Improves the property 
Å Original UseςWhen the property is first placed in service for depreciation 

or amortization

Å To bypass original use requirements, the property must be vacant a 
minimum of 5 years

Å Substantial Improvement ςadditions to basis must exceed an amount 
equal to the adjusted basis of such property upon acquisition within 30 
months.

3. 5ǳǊƛƴƎ ǎǳōǎǘŀƴǘƛŀƭƭȅ ŀƭƭ όфл҈ύ ƻŦ ǘƘŜ vhCΩǎ ƘƻƭŘƛƴƎ ǇŜǊƛƻŘ ƻŦ ǎŀƛŘ 
property, substantially all (70%) of the use of said property must 
be within a QOZ
Å Inventory in transit does not break use test

ÅLeased property can also qualify



























http://www.cdfifund.gov/awards/state-awards/















